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PRESIDENT’S MESSAGE 


TO THE SHAREHOLDERS 


The past twelve months has been another 
period of uncertainty and unsettling events 
regarding oil prices. Although O.P.E.C. appeared 
to agree on oil production levels at the end of 
1988 with resultant strengthening of prices (cur- 
rently $18.00 U.S. per barrel), over production 
during mid year saw prices plunge to a low of 
$12.60 U.S. per barrel. These wide swings in oil 
prices again reinforces your Company’s belief in 
building gas reserves. 


Although our exploration budget has been 
virtually non existent, your staff has been suc- 
cessful in developing prospects and financing 
them by way of leveraging joint venture partners. 
This method of financing our exploration efforts 
has resulted in doubling our revenue since plac- 
ing two newly drilled gas wells on stream just 
before our accounting year end in August. We 
are continuing to develop gas prospects with a 
major commitment to seismic evaluation and 
Crown land purchase. 


Again our financial commitment to these 
ventures will be met by securing joint venture 
participants who will carry a portion of our 
costs. 


Further to the major project discussed previ- 
ously, the Company has successfully farmed out 
three areas of Company owned lands where the 
farmee will spend capital to evaluate the 
prospects. 


ENCHANT, ALBERTA 


The Company completed and tested a gas 
well in 1987 that is capped awaiting tie-in to a 
sales line. An offsetting section of Company 
owned lands was farmed out for drilling this 
winter. In the event of a successful well, should 
it be a gas completion, tie in of our existing well 
and the newly drilled well would be done imme- 
diately. Our interest varies from 9% to 31% in 
this project. 


WEST PEMBINA, ALBERTA 


Southward has farmed out, on a seismic 
option, five separate areas of Company owned 
lands. The subject horizon is Nisku with suc- 
cessful wells producing two to three thousand 
barrels of oil per day. If a seismic anomaly is 


defined, the farmee will drill a test this spring. 
Each of the five prospects must be drilled by the 
farmee in order to earn 12% of Southward’s 
interest leaving the Company with a net 8% 
working interest. 


MAJORVILLE, ALBERTA 


In the spring of 1988, Southward bought 
87.5% of 1120 acres of mineral rights from the 
Crown. Since that time, we have been negotiat- 
ing to acquire a further 160 acres to complete 
two full sections of acreage. We anticipate com- 
pleting this transaction in the first quarter of 
1989 and will immediately lay plans to drill a 
well for a gas completion. Pipelines and a gas 
plant are available so that production to a gas 
contract could begin this summer if the well is 
successful. In that event, an offset well would be 
drilled soon thereafter. 


GOUGH LAKE, ALBERTA 


The Company retains a 37.5% ownership in 
one and one-half sections that has gas potential. 
It is the Company’s intention to increase its land 
position at an appropriate time and eventually 
drill a well or several wells if warranted to prove 
up gas reserves. 


ATHABASCA, ALBERTA 


The Company continues to evaluate this 
area after successfully drilling a gas well last 
March that was put on stream in July at a rate of 
three and one-third million cubic feet per day. 
Southward’s interest is 20% in this project. 


DONNELLY, ALBERTA 


Southward and its partners successfully 
drilled a gas well on a four section block of lands 
that subsequently was tied in and currently pro- 
duces 1.7 million cubic feet of gas per day. 
Further drilling on the undeveloped lands will 
take place after the initial well has established 
suitable reserves. Southward owns a 10% inter- 
est in this project. 


SUCCESS, SASKATCHEWAN 


The Company has purchased land and 
farmed out two unsuccessful wells to test a wild- 
cat oil play. A third test will be drilled in 
January 1989, again farmed out at no cost to the 
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Company. We retain a 7.5 percent working inter- 
est in this prospect. 


WILLMAR, SASKATCHEWAN 


The Company’s oil wells continue to pro- 
duce at a sustained rate of 50 barrels per day net 
to our interest. An additional well has been pro- 
posed to be drilled on Company owned lands in 
this area. 


Although the Company’s share values on 
The Alberta Stock Exchange have been recently 
depressed, it is our opinion that successful com- 
pletion of a few of the several projects currently 
underway will dramatically effect the 
Company’s financial status and thereby create 
investor interest in the shares of the Company. 


As we begin a new calendar year, we con- 
tinue to be optimistic for the future of the 
Company. Several indications of a new era of 


profitability for companies such as Southward 
are apparent. The newly elected federal govern- 
ment and the recently passed legislation on free 
trade augers well for our industry. 


An ending of the U.S. “gas bubble” is evi- 


dent as record sales of export Canadian gas is 


taking place. Transportation companies, such as 
Nova and TransCanada PipeLines, are spending 
billions of dollars to expand the pipeline system 
in order to move greater amounts of Canadian 
gas to markets. Southward’s staff is working dili- 
gently to find the gas reserves that we will sell to 
these markets. 


On Behalf of the 
Board of Directors 


Yh je 


R. W. Kiser 
President 
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SOUTHWARD ENERGY LTD. 
CONSOLIDATED FINANCIAL STATEMENTS 
AUGUST 31, 1988 


AUDITORS’ REPORT 


The Shareholders 
Southward Energy Ltd. 


We have examined the consolidated balance sheet of Southward Energy Ltd. as at August 31, 1988 and the 
consolidated statements of operations and deficit and changes in financial position for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these financial statements present fairly the financial position of the company as at August 
31, 1988 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the pre- 


ceding year. 


Calgary, Alberta 
January 13, 1989 


SOUTHWARD ENERGY LTD. 
CONSOLIDATED BALANCE SHEET 
AUGUST 31, 1988 


St. Louis, Geib 
Chartered Accountants 


ASSETS 
1988 1987 
Current 
Re eH rn i It cs oe OB Aart is Ul a Sitaia n'wisle o's wo ia sale wines $ — $ 678 
Seen ca nents NEOs) ers eee hc cece cue oee aiiaowh oaks sas inadasbeedoweboecscs 54,000 — 
/PCGDLTN ANS EYOTA ES 0) ee ie Ss Gog rn ee 78,545 90,312 
132,545 90,990 
OSES. UN TEMA at a ale oe are a eS oo ee 1,200,243 1,136,149 
$1,332,788 $1,227,139 
LIABILITIES 
Current 
DaiksiGepreamesse WINGO a!) Gain some eee s Sack eae haleine aac SnosSenocia Hants moe sees $ 150,687, 3S 110,574 
ACCOUMUS Payable aMU a COL cent weer ctact rire aceieltcodan Mir sauie<d en scnss 80.50 nee 226,820 143,065 
Convertible debemtsress(IN@ter4 tye anced oan itak eAG boss oe ee eens eauieve 165,000 — 
542,507 253,639 
Manvertible de penlManes: (NOE 4) uc eee saree ecoea deides seni aa seme nale Sierourees one oa 188,800 265,000 
Contingency (Note 5) 
SHAREHOLDERS’ EQUITY 
Sirare.capital (NOte 6) sires. ett sosctn aererer ace tenses ever ny and ne amoataGa-Nscaites> 1,498,029 1,488,029 
1B Yes heh Pe Oe chia 8 ie Ako SRY NOiGh ne doy OCOD ROTIOEE nino Eero D ea PHBE Aen ooe nonbenee (923,215) (811,609) 
@unmulative translatiou: Cavite hccec se eee eh as weenie ta Poca de ss ncoe« Seas coe 26,667 32,080 
601,481 708,500 
$1,332,788 $1,227,139 


ON BEHALF OF THE BOARD: 
Richard Kiser, Director 
Scott Kiser, Director 
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SOUTHWARD ENERGY LTD. 
CONSOLIDATED STATEMENT OF OPERATIONS AND DEFICIT 
FOR THE YEAR ENDED AUGUST 31, 1988 


1988 1987 
Revenue 
Petroleum and: Natural Gas Sales... 2y...s- ee eee eee eee $408,570 $458,291 
ROyalti@s  siscieveuas cas andes cena sedetemenarvecenes one: Soumesene onsen soietes coves oan enter senate 131,324 oa2 ice 
277,246 306,111 
Operators £608 (2.65. uscoch.asnncconeowsestanaoaneemen BP ee aen nes ORO ee toa ee ac 30,169 22,208 
Interest! earned 2...) .cicscadsandoeees vanes a eeuae setete tenet ne ae ene ten one ene eee ene ae 388 125 
307 ,803 328,447 
Direct expenses 
Operating. i. c0ii. cic kactcaeect cnesesaceuitines nicolas a aelaaele sre wets tueetac ts clea sire sate nines tea ete eae ee ee 48,922 56,387 
Depletion andidepreciation® <5: oc ccncencenccss dee ste nse es toned emeen et eet ace sere 95,869 106,579 
144,791 162,966 
Revenue from operations saya ih ova gu CoG pu he OEE ic ae 163,012 165,481 
Other expenses 
General and;administrative %. 15. oni eae eee 216,337, 206,347 
Interest and bank charges c./c0sccesenn. se eosc oe semen sc er cere ce see ee eee 13,786 19,740 
Debenture interest co sconce oc bb ec ee 34,495 17,748 
Share issuanCe COStS” vy. cscs cesses ceeeanweee Ouvamen sae cetci tee uree te: ane eee eee 10,000 — 
274,618 243,835 
Operating loss before undernoted item Jo.2..0- ccs. cece nee eee ee eee eee eer 111,606 78,354 
Write down in carrying value of petroleum and natural gas properties .................608 — __ 9,686 
Loss for the year Sivsa-.Sscesscseu sen on nem y tees encanto cele eter laa ea Renee an ee ee ere 111,606 88,040 
Deficit, beginning off year 22. cdecct iiss ene te seees tee ce eee acre Oe 811,609 723,569 
Deficit, end of year’ ....4.c<neauscnecha ss tacatee cls t00/0 Ge Sette Meta ace hort Rie tean ta nreetie at net ner $923,215 $811,609 
Net loss per share 4.5. :0isie cece eg ccdccaetng aes eccee nel Os Rete ae eet er a nee ee $ 04 §$ .04 
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SOUTHWARD ENERGY LTD. 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


FOR THE YEAR ENDED AUGUST 31, 1988 


Operating activities 
ele ROT ce WGA h arey tenee Meee ar. AA Me Merge ea are Sake seen cam di swer cess ane fede indeci roe 
Charges (credits) to income not requiring cash 
Effect of exchange rate changes on working capital ..............cccsccecueeneees 
Depreciation and depletion 
Write down in carrying value of petroleum and natural gas properties 
UCI SOT S“OMeGhO Ka Sal Cirratce sratsccen sesaine ease tek. dt vawlanenate ua danas es eee 


Ose eee meee eae eer ee ee seer eseeeeeeeESEEEH EES HEH EE ESE RE EEE EES 


Financing activities 
POPE CUS MS MAre SUOSCEEDUOMS shee aan, secret t.cs dicen Vor eouedudvean qeunescicaneeena’s 
PE RPPINECIO PCCD CINTILOS erate are cater ee Sasa cde sly vas oF «o's» Chie Paid s son's aaldwinied bee daptin oad 


Investing activities 
emropicae OStsnca lal Ze Nem sence ne eco ee en hee Pee cal Ce oases o oka salem ot aubee ton suenes 
Effect of exchange rate changes on fixed assets ............csccscesescsceeeseeseseuseeens 
exp loratiomrand | caSeraCQuislilOM sey. aewtct aris ec ssede ty nvecad si veousceses (ibbevtsstaes 
Government grants 
Proceeds on sale of petroleum and natural gas properties 
Pe HUM SITIO Ol OL COVASSOLS: ns et smeh sek suena ss de Seah gees sss 164 MUS 04 LLvacevarBevaueanedioont 


Coe e Ooo SHH HEHE HHH T ESE HOH HOH OEE EEO HEE THO HH EE EH HEH EHHH EHH EEE HEH OEE HE OHH E HHH ED 


Peewee eres seers esseseseeees 


Giranves mr cash during thes year 6. socks cnn ce caeees. oscadiaugaoses suarendve'sicles as «ieeweag sues 


Meash at bDegmMming Of Eat... 22.26. --.c-.csnecese coeds octscceerteseases BAe ee oe sao enloae Gia vaiecen ta 
Cash at end of year* 


COOH eee HE eee H HEHEHE EEE HHH ETE HOHE TES HEH EEE SESE HEHE OHEH HEHE EH HEHE HOE HEH EH HH EH EH EEE ES 


*Cash at end of year consists of short-term bank borrowings less cash. 


1988 1987 
$(111,606) $ (88,040) 
(5,413) 390 
95,869 106,579 
= 9,686 
10,000 — 
(11,150) 28,615 
41,522 (46,201) 
30,372 (17,586) 
= 100,000 
88,800 265,000 
88,800 365,000 
(70,206) a 
2,965 = 
(183,312) (194,077) 
9,399 4,777 
O3.139 269 
(11,948) (18,593) 
(159,963) (207,624) 
(40,791) 139,790 
(109,896) (249,686) 
$(150,687) $(109,896) 
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SOUTHWARD ENERGY LTD. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEAR ENDED AUGUST 31, 1988 


1. Summary of Significant Accounting Policies 


Southward Energy Ltd. is a publicly traded company engaged in the oil and gas business and is incorpo- 
rated under the Alberta Business Corporations Act. These financial statements are prepared in accor- 
dance with generally accepted accounting principles, the more significant of which are: 


a) 


Consolidation | 
The consolidated financial statements include the accounts of the company and its wholly-owned 
subsidiary, Southward Resources Inc. 


Oil and gas operations 


The company follows the full cost method of accounting in accordance with the guideline issued by 
The Canadian Institute of Chartered Accountants whereby all costs associated with the exploration 
for, and development of, oil and gas reserves, whether productive or unproductive, are capitalized 
in cost centres. Such costs include land acquisition, drilling, geological and geophysical expenses 
related to exploration and development activities. 


Gains or losses are not recognized upon the disposition of oil and gas properties unless such a dis- 
position would change the depletion rate by 20% or more. Gains and losses are recognized upon the 
disposition of other assets. 


Carrying values of oil and gas properties and share capital are reduced by grants received and trans- 
ferred to flow through shareholders. Other grants earned under various government incentive pro- 
grams are accrued and applied against the related expenditures. 


Depreciation and depletion 


Furniture and fixtures are depreciated on a 20% declining balance basis. Tangible equipment, oil 
and gas properties and intangibles are depleted on the unit of production method, based on proven 
reserves of oil and gas as determined by independent engineers and management’s estimates. 
Natural gas reserves are converted to equivalent barrels of oil based upon the relative energy content 
of each product. In calculating depletion, gross proven reserves (before royalties) are used. Cost cen- 
tres for purposes of calculating depletion are segregated between Canada and the United States. 


Ceiling limitations 


The net carrying value of the company’s oil and gas properties is limited to an ultimate recoverable 
amount which is the aggregate of future net revenues from proved reserves and the costs of 
unproved properties net of impairment allowances, less future operating costs. Future net revenues 
are estimated using year-end prices discounted at 15%. 


Income taxes 


The company accounts for income taxes by the tax allocation method, whereby income tax expense 
is determined as the amount that would be payable if statutory tax deductions for drilling, explo- 
ration and property acquisition costs and for capital cost allowances were claimed for tax purposes 
at the same rate as the related depletion and depreciation provisions charged against income. 


Foreign currency translation 


The company translates the accounts of the U.S. subsidiary to Canadian dollars by translating the 
balance sheet at the rate in effect at the year-end date. The statement of operations is translated at 
the average rate for the year. The effect of the translation is included in shareholders’ equity. 
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SOUTHWARD ENERGY LTD. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Cont.) 
FOR THE YEAR ENDED AUGUST 31, 1988 


Fixed, at Cost 


1988 1987 
Perolrcunranc. natural: CAs Properties qacswem.cks. et a toan cme ae Gosek elon es aes dunes $1,616,049 $1,474,099 
PAUIEADBUIECE <A IVC COULD OIE fora dnc Sea Aer nonce Nte and ive Coke emt apee hve sn vat wos sxe 44,612 32,663 
1,660,661 1,506,762 
Hess aecumulated Gepletiom and GeOpreclatiON. 1. <..:ce.c2s<csnes oedeisivssses cose osseas 460,418 370,613 


$1,200,243 $1,136,149 


The company has unused cumulative Canadian oil and gas property expense of $350,886, cumulative 
Canadian development expense of $120,408, cumulative Canadian exploration expense of $566,924 and 
earned depletion of $54,610, available to reduce future taxable income. 


Bank Indebtedness 


Bank indebtedness is payable on demand and is comprised of the following: 


eC meet Pre ey es ANE OS AE Cole lbs ak 8 oad yt EN eae ee A ee le aa ul Cnagor $ 11,738 
TIBET ES POET ial ROSAS Oni -e A REE rt pEn ti A RPA cn he eee OORT one eee ee ae ee ee $ 47,949 
Pie anUeyeBaON CL OA oceia citi n whetstone ve. o.eaaies vonce ved x band Synague saucer sunpediad.efvadaavwledeoens be 91,000 

$150,687 


The CIBC loan bears interest at prime plus 3% and the Treasury Branch loan at prime plus 1.5%. A float- 
ing charge debenture and an assignment of book debts and certain gas contracts are pledged as collateral 
against the indebtedness. The Treasury Branch debt is subordinate to the CIBC and is authorized to 
$320,000 once the CIBC debt is paid off. 


Convertible Debentures 


12% debentures: a floating charge subordinated to the bank is pledged as collateral for 
the debentures. Interest is payable quarterly. The debentures are convertible to common 
shares at a price of 66.67 cents per share. The debentures are repayable December 15, 
1988 and December 15, 1989 if not converted before then. $165,000 


10% debentures: these amounts are unsecured. Interest is payable on maturity. The 
debentures are convertible to common shares at a price of 50 cents per share. The deben- 
tures are repayable April 30, 1989 if not converted before then. 100,000 


10% debentures: a floating charge subordinated to the bank is pledged as collateral for 
the debentures. Interest is payable quarterly. The debentures are convertible to common 
shares at a price of 60 cents per share. The debentures are repayable February 28, 1991 if 


not converted before then. 88,800 
353,800 
Less current portion 165,000 
$188,800 

Contingency 


The company is a defendant in an action arising from the fiscal 1985 drilling of certain oil and gas prop- 
erties which were placed on production during the year. The plaintiff's allege to hold an interest in the 
respective properties. The company is not able to estimate the effect, if any, on earnings which would 
result from settlement in the plaintiff’s favor or on the resultant carrying value of the company’s invest- 
ment. During fiscal 1988 the company sold certain of the properties for $54,000. This amount is being 
held in trust pending settlement of the action. 
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SOUTHWARD ENERGY LTD. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Cont.) 
FOR THE YEAR ENDED AUGUST 31, 1988 


6. Share Capital 


1988 1987 
Authorized 
20,000,000 common shares without nominal or par value 
Issued | 
2,561,113. shares (1987 2,258,335) sc sese codec cep ae ater econ te a eerie $1,498,029 $1,388,029 
To be issued 


Nil shares (1987 —.277,77.8)) “.ccsec-.ctun- a ets Gee eee eae a 100,000 
$1,498,029 $1,488,029 


During the year 302,778 shares were issued from treasury. Of this total 277,778 shares were issued for 
cash received in 1987. The balance of 25,000 shares were issued in lieu of commissions at a deemed 
price of 40 cents per share. 


On September 15, 1987 there were stock options issued in respect of 165,000 common shares exercisable 
at 45 cents per share. On September 18, 1987 there were further stock options issued in respect of 25,000 
common shares exercisable at 45 cents per share. All of the options expire two years after issuance and 
were granted to directors and employees of the company. 


7. Related Party Transactions 


During the year, the company paid remuneration to, officers and/or directors or their nominees in the 
amount of $98,767 (1987 — $90,167). The company also repaid $18,682 for a loan granted to the com- 
pany by the wife of a director. 


8. Segmented Information 


The company conducts its petroleum and natural gas activities in Canada and the United States. Details 
of significant financial statement items are as folows: 


1988 
United 
Canada States Consolidated 
Net loss (imGome) ite iccs osu ch co oes eo cece ee $ 128,000 $(16,394) $ 111,606 
Identifiable’ assets’ cz nea ee ae ee eee $1,288,953 $ 43,835 $1,332,788 
Capitalexpenditures cic. sis s- an sea oreo eon cee ier ieee ee er $ 254,839 $ 10,637 $ 265,476 
1987 
\ United 
Canada States Consolidated 
Net LOSS i. sdc eer dsvedenseeciaeeeteeaeee ee tae EME Tee Ene an $§ 83,342 $ 4,698 $ 88,040 
Identifiable assets) .fyscircocseae see $1,194,114 $ 33,025 $1,227,139 
Capital expenditures: 2... ~..ncce.c.:ccnmeren verieagek ue teen tee $ 202,276 $ 10,394 $ 212,670 


9. Income Taxes 


As at August 31, 1988 the company had losses for income tax purposes in the amount of $235,102 which 
are available to reduce future years’ taxable income. The losses and their respective years of expiry are 


as follows: 
1989 $116,247 
1990 23,984 
1991 14,363 
1992 80,508 
$235,102 
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